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SUBJECT: EC EXPORT CREDIT DEVELOPMENTS- COMMISSION ADOPTS DRAFT 
DIRECTIVE TO PHASE OUT COST ESCALATION INSURANCE SCHEMES 

REFS: (A) EC BRUSSELS 3085, (B) EC BRUSSELS 3565, (C) EC 
BRUSSELS 4349 

1 SUMMARY: AS INDICATED IN REF C, THE EC COMMISSION 
RECENTLY ADOPTED A DRAFT DIRECTIVE TO PHASE OUT OVER A 
THREE- YEAR PERIOD MEMBER STATE COST ESCALATION INSURANCE 
SCHEMES. THE EC COUNCIL, HOWEVER, IS NOT EXPECTED TO ACT 
PROMPTLY THIS PROPOSAL. FRANCE AND THE COMMISSION 
CONTINUE TO BE AT LOGGERHEADS REGARDING EC COMPETENCE IN 
EXPORT CREDIT MATTERS. COMMISSION OFFICIALS CONSEQUENTLY 
DO NOT EXPECT ANY PROGRESS IN THE NEAR FUTURE IN RESOLVING 
THE DISPUTE REGARDING A CONSENSUS OT SET GUIDELINES 
FOR OFFICIAL EXPORT CREDIT TERMS. END SUMMARY. 
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2 ON APRIL 28 THE EC COMMISSION ADOPTED ADRAFT 
DIRECTIVE REQUESTING MEMBER STATES TO PHASE OUT OVER 
A THREE- YAR PERIOD THEIR COST ESCALATION INSURANCE 
SCHEMES. THIS PROPOSAL WILL NOW GO TO THE EC COUNCIL 
FOR CONSIDERATION. THE PROPOSAL CALLS FOR TERMINATION 
BY THE END OF 1978 OF THE COST ESCALATION INSURANCE 
SCHEMES WHICH FRANCE, THE UK AND ITALY CURRENTLY HAVE. 

(THE ITALIAN SCHEME, HOWEVER, IS NO LONGER OPERATIONAL.) 

DURING THE THREE- YEAR INTERIM PERIOD THE COMMISSION 
HAS PROPOSED A SERIES OF STEPS TO REDUCE THE AMOUNT OF 
INSURANCE PROVIDED UNDER THESE SCHEMES. FROM JULY 1, 

1976, AN EXPORTER WOULD BE ALLOWED ONLY TO INDEMNIFY 
ANNUAL COST INCREASES BETWEEN 10-20 PERCENT. BEGINNING 
IN JANUARY 1977 THE INDEMNIFICATION RANGE WOULD BE 
REDUCED TO 13-20 PERCENT AND FROM JULY 1977 TO THE 
BEGINNING OF 1978 THE RANGE WULD BE 16-20 PERCENT. 

3. THE COMMISSION'S PROPOSAL ALSO FORBIDS MEMBER STATES 
TO TAKE OTHER MEASURES TO INCREASE INDEMNIFICATION 
DURING THE INTERIM PERIOD. OTHER MEMBER STATES ARE 
ALSO FORBIDDEN TO INTRODUCE COST ESCALATION INSURANCE 
SCHEMES. 

4. DURING COMMISSION CONSULTATIONS WITH MEMBER STATES 
ON THIS PROPOSAL, COMMISSION OFFICIALS SAY THAT 
FRENCH OFFICIALS TOLD THEM THAT THE GOF OBJECTED TO 
ANY PROPOSAL TO TERMINATE THESE SCHEMES. THE GOF SAID 
THAT IS NEEDED THIS TYPE OF EXPORT CREDIT FINANCING 

IN ORDER TO SUSTAIN GROWTH OF TRADEM. COMMISSION 
OFFICIALS INTERPRET THESE COMMENTS TO INDICATE THAT THE 
GOF INTENDS TO BLOCK COUNCIL ACTION ON ITS PROPOSAL. 
NEVERTHELESS, THEY SAY SOME GOF OFFICIALS REALIZE THAT 
EVENTUALLY ITS SCHEME WILL NEED TO BE PHASED OUT. THUS, 

WHILE THE GOF MAY OBJECT TO THE TIMEFRAME PROPOSED BY 

THE COMMISSION, THEY HOPE THAT THE GOF WILL GO ALONG 

WITH THE REDUCTION AND EVENTUAL TERMINATION OF THESE 

SCHEMES. THE UK, ON THE OTHER HAND, REPORTEDLY TOLD 

THE COMMISSION THEY THEY COULD GENERALLY ACCEPT THE PROPOSAL 

IF THE FRENCH WERE WILLING TO DO SO. 
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5. COMMISSION OFFICIALS SAY THEY WILL NOW DISCUSS WITH 
MEMBER STATES WHAT POSITION THE EC SHOULD TAKE CONCERNING 
THE US PROPOSAL TO ESTABLISH AN AD HOC GATT WORKING 
GROUP TO DISCUSS COST ESCALATION INSURANCE SCHEMES OF 
CONRACTING PARTIES. AT THIS TIME THEY DO NOT KNOW HOW 
THESE DISCUSSIONS WILL BE CONCLUDED. THE COMMISSION WILL 
WORK BEHIND THE SCENES TO GAIN SUPPORT FOR THE US PROPOSAL 
AND THEY EXPECT THAT THE MAJORITY OF THE MEMBER STATES, 
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ESPECIALLY THE FRG, WILL ALSO WANT TO SET UP THE WORKING 
GROUP. THE FRENCH, AND PERHAPS OTHERS, WILL UNDOUBTEDLY 
OPPOSE A FORMAL EC STATEMENT IN THE GATTT IN FAVOR OF 
THE US PROPOSAL. AS THE FORMAL SPOKESMAN FOR THE EC IN 
THE GATT, THE COMMISSION WILL HAVE TO NEGOTIATE WITH THE 
MEMBER STATES ON THE EXACT CONTENT OF ITS FORMAL 
RESPONSE IN THE GATT COUNCIL. 

6. THE COMMITTEE OF PERMANENT REPRESENTATIVES (COREPER) TOOK 
UP AGAIN ON MAY 5 A POSSIBLE COMPROMISE FORMULA TO RESOLVE 
THE CURRENT DISPUTE OVER EC COMPETENCE IN EXPORT CREDIT 
MATTERS, ESPECIALLY CONCERNING THE PROPOSED CONSENSUS TO 
RESTRICT PUBLIC EXPORT CREDIT TERMS. COREPER WAS NOT ABLE 
TO REACH AN AGREEMENT. COMMISSION OFFICIALS BELIEVE THAT 
THE CURRENT IMPASSE IS LIKELY TO CONTINUE. THEY SAY THE 
COMMISSION IS WILLING TO GO ALONG WITH A CONSENSUS OUTSIDE 
OF THE EC FRAMEWORK FOR A ONE- YEAR TRIAL PERIOD. HOWEVER, 
DURING THIS PERIOD THEY WOULD LOKE TO RECEIVE COUNCIL AUTHORITY 
TO CONDUCT NEGOTIATIONS TO DRAW UP A NEW INTERNATIONAL 
AGREEMENT INVOLVING EXPORT CREDITS. THE FRENCH, HOWEVER, 
CONTINUE TO REFUSETO AGREE TO ANY COUNCIL ACTION WHICH 
WOULD GIVE THE EC COMPETENCE IN THIS AREA. THE FRENCH 
ARE FEARFUL THAT SUCH ACTION MIGHT HAMPER THEIR 
FLEXIBILITY. (SEE EC BRUSSELS 3084. (HINTON 
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